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THE CONTROL OF FEDERAL EXPENDITURES 


The defense program has increased the need for 
more effective control of federal expenditures, but a 
rigid concept of control is inapplicable to defense 
expenditures. Non-defense expenditures for the fiscal 
years 1941 and 1942 are estimated at about 10% less 
than those for 1940. Even though these reductions are 
realized, it will not necessarily mean that more effec- 
tive control has been instituted. 


ditures” is used in several ways. An immediate con- 

sideration of those charged with the responsibility of 
administering the finances of the nation is the maintenance 
of rigid controls over expenditures, with a view to ensuring 
that no expenditure is made that has not been authorized 
and that authorized expenditures are charged against the 
proper appropriations. The work incident to this form of 
control is performed primarily by the Bureau of Accounts 
in the Treasury Department and by the General Accounting 
Office. The Combined Statement of Receipts, Expenditures 
and Balances of the United States prepared annually by the 
Bureau of Accounts indicates that this phase of expenditure 
control is handled systematically. 

In its broader connotation “control of expenditures” is 
used to refer to the control of the amount of expenditure. 
Efforts to hold total expenditures either within the level of 
receipts or within the total established by a well-ordered 
fiscal plan — which may include provision for covering a 
portion of expenditures from borrowings — are illustra- 
tions. As a result of the defense program, expenditure con- 
trol in this sense of the term has become a matter of greater 
importance than in the past. Because of the urgency of our 
requirements, there is a tendency to regard the control of 
the amount of expenditure and the appraisal of the results 
in terms of specific costs as relatively minor considerations, 
as compared with the procurement of matériel and the rapid 
expansion of our defense forces. 

More effective expenditure control is in no way incon- 


1 THE literature on federal finance “control of expen- 


Various proposals designed to control the amount 
of expenditure have been advanced. These include (1) 
the restriction of total appropriations to anticipated 
revenues, with a proviso that additional revenues must 
be raised to cover any excess, expenditures, and (2) 
advance determination of an expenditure total by 
members of the Congress who because of committee 
assignments are responsible for appropriations and 
revenues. 


sistent with the attainment of the latter objectives. Rather, 
it should be regarded as a complementary objective, the 
achievement of which is essential if the financing of our 
defense needs is to be carried through with reasonable 
economy. It is with expenditure control in this second and 
broader connotation that this article is concerned. 


LIMITATIONS TO EFFECTIVE OR RIGID CONTROL 


Although the defense program has increased the need 
for expenditure control, it has also made the attainment of 
a high degree of control more difficult. Not only is there 
the attitude that finance and costs are of secondary import- 
ance, but there is also the additional fact that defense ex- 
penditures are extremely difficult to estimate in advance. 
For example, the budget estimate of $10.8 billion for de- 
fense expenditures for the fiscal year 1942 is not one which 
could be used as a basis for a rigid program of expenditure 
control. As stated editorially by The New York Times, 
this figure is “largely hypothetical.” Expenditures for the 
year ending June 30, 1942 will not depend primarily on the 
amount appropriated for that year, but rather on the ability 
of our industrial plant to provide the matériel desired. 

In the case of defense expenditures it is plainly undesir- 
able to limit the amount for any fiscal period to a prede- 
termined figure. But this does not mean that no form of 
control is possible under the circumstances. The best use 
of that part of our financial resources that is applied to the 
development of an adequate national defense implies that 
appropriations and expenditures for defense purposes can- 
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not be made indiscriminately or without careful planning in 
advance. Unless expenditures are carefully planned, orderly 
procurement of the essentials for defense is impossible and 
difficulties will be encountered later. 

It is not intended to convey the inference that at any 
stage of the program those responsible for its execution 
should stop and plan the next steps. Rather, planning for 
defense must be a continuing operation entrusted to those 
most familiar with our industrial and financial mechanism, 
if the program and the expenditures incident thereto are to 
be kept under adequate control at all times. 

There are other classes of expenditure to which a rigid 
concept of expenditure control is inapplicable. For example, 
if short-term interest rates should advance appreciably, no 
one would seriously claim that actual interest payments 
should not be increased beyond a predetermined amount. 
Also, in the event of real emergencies, appropriations and 
expenditures in excess of a total previously established as a 
maximum may be entirely justifiable. The concept of emer- 
gency, however, should not be extended so as to cover 
expenditures that are not strictly of an emergency nature. 


CONTROL OF NON-DEFENSE EXPENDITURES 


At the present time a rigid concept of expenditure con- 
trol is perhaps applicable only to non-defense expenditures 
with certain exceptions. Whether these expenditures can be 
controlled more effectively in the immediate future than in 
the past six or eight years is a difficult question. 

Non-defense expenditures are estimated at $6,738 mil- 
lion for the fiscal year ending June 30, 1941, and $6,674 
million for the fiscal year 1942. These amounts are 9.2% 
and 10%, respectively, less than the comparable total for 
the fiscal year 1940. Considering the effect of the defense 
program on unemployment and relief requirements, it 
should be a relatively easy matter to hold non-defense ex- 
penditures for all purposes within these estimates. Even 
though this result may be achieved, it will not necessarily 
indicate that non-defense expenditures have been subjected 
to more effective control. Rather, it may be attributable 
solely to a more or less automatic decline in expenditure 
requirements because of a changed economic situation. 

The proposed reductions in non-defense expenditures do 
not justify the conclusion that more rigid control may be 
expected. Two complementary objectives must be estab- 
lished and adhered to before there can be expenditure con- 
trol in the real sense of the term. First, all unessential 
expenditures will have to be eliminated and relatively un- 
necessary expenditures placed under continuous scrutiny 
with a view to either their reduction or discontinuance. 
Second, every effort must be made to hold non-defense ex- 
penditures within the total amount budgeted. These ob- 
jectives have not yet been clearly and officially established. 

In this connection, it is necessary to reformulate the 
entire philosophy underlying non-defense expenditures in 
recent years. A high level of federal expenditures has 
been justified in turn (1) on the ground that they stimu- 





late consumer purchasing power, (2) on the assumption 
that compensatory fiscal action is desirable as a basis for 
fiscal policy and could be effectively applied, (3) on the 
basis of the pump-priming doctrine, and (4) on the theory 
that public investment should serve as an offset to sub- 
normal private investment. The current national defense 
program has been aptly called the greatest pump-priming 
program in history. Needless to say, it is stimulating con- 
sumer purchasing power and leading to additional invest- 
ments, private and public. 


Under the circumstances, the basic philosophies underly- 
ing expenditure programs of recent years should be more 
or less completely abandoned. The attainment of an ade- 
quate national defense as rapidly as possible has become 
the one paramount objective of federal spending. The in- 
cidental effects of the defense program on the economy are 
such that there is no longer any occasion for the degree of 
rationalization of expenditures for other than defense pur- 
poses that characterized the period from 1933 to 1940. All 
of the purposes of expenditure falling in this category must 
now stand on their merits, without regard to any theoretical 
basis for public expenditures per se. 


Admittedly, real difficulties must be surmounted in effect- 
ing a change in policy with respect to non-defense expendi- 
tures from one of liberal spending to one involving rigid 
control. First, because of partly completed projects and 
commitments that had been made, a change in emphasis 
could perhaps not be expected to produce immediate and 
sharp reductions. Second, some purposes of expenditures 
such as interest and the government’s contribution to gov- 
ernment employees’ retirement funds are not affected by a 
change in policy. Third, over a period of years various 
groups obtained what has been termed a vested interest 
in public expenditure. When these groups are politically 
powerful, sharp reductions in payments for their benefit 
may be extremely difficult to effect. Fourth, it is by no 
means easy to bring about a change in attitude toward non- 
defense spending. This applies to both legislators and the 
general public. The results actually achieved will depend 
in large measure on executive and congressional leadership. 


PROPOSALS FOR EXPENDITURE CONTROL 


Proposals designed to control total expenditures are by 
no means of recent origin. In 1913 Chairman Sherley of 
the House Committee on Appropriations stressed the need 
for focusing attention on the total amount of expenditures. 
A special committee of the House to consider and report a 
total expenditure figure was suggested. If the figure were 
accepted, it could not be exceeded by the appropriation 
bills as finally enacted. It has been observed that the diff- 
culties with this proposal “were that (1) it failed to take 
account of action which the Senate might take on the indi- 
vidual bills as passed by the House, and (2) it did not 
allow for the fact that members of the House would prob- 
ably be reluctant to limit the amount they could appro- 
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priate under any and all conditions for the whole of a 
session of Congress.”’1 


Among the specific proposals for controlling the amount 
of expenditure that have been advanced are: (1) that for 
any year the Congress should not be permitted to appro- 
priate a larger aggregate amount than the Treasury antici- 
pates it will collect, unless revenues are provided to cover 
the excess; and (2) that the aggregate amount of expendi- 
ture authorized should not be allowed to exceed a total 
fixed in advance by members of the Congress who because 
of their committee assignments are responsible for appro- 
priations and the raising of revenues. 


Adoption of the first proposal would mean some degree 
of control without excessive rigidity, but it would not result 
in the elimination of substantial deficits. The difference 
between estimated receipts and actual receipts may be very 
large, particularly when there is an unexpected and sharp 
decline in business activity. The fiscal years 1932 and 1933 
are notable examples. Perhaps the outstanding merit of this 
approach to expenditure control is that it would compel 
recognition of the fact that appropriating more money year 
after year than it is anticipated will be collected is tanta- 
mount to the absence of fiscal policy.2 The past decade has 
been one of chronic deficit financing. Expenditures in excess 
of receipts came to be regarded as normal and a new attitude 
towards the budget developed. The distinction between 
taxes and borrowings as sources of funds became hazy and 
virtually disappeared. 


This first proposal does not call for the limitation of ex- 
penditures to estimated receipts from any given combination 
of taxes and rates. Rather, there is the implication that both 
receipts and expenditures will be adjusted in the interest of 
effecting a balanced budget and some degree of control over 
aggregate expenditures. If accepted as the basis for a re- 
sponsible fiscal policy, only the most unusual circumstances 
should be regarded as justifying the exclusion of certain 
expenditures in determining the total to be covered from 
revenues. For example, some but not all defense expendi- 
tures for the next few years may justifiably be covered from 
borrowings. Similarly, in the fiscal years 1918 and 1919, 
it would probably have been undesirable to have attempted 
to cover the entire outlay for defense purposes from current 
revenues. 


The other proposal, which would involve joint agreement 
among the two appropriations committees, the Ways and 
Means Committee of the House and the Senate Finance 
Committee3 as to aggregate expenditures, is in some re- 
spects similar to the plan just considered. It would recognize 
that the executive should have a voice in the determination 


1. Daniel T. Selko, The Federal Financial System, (The Brookings Institu- 
tion, Washington, 1940), p. 179. 

. This observation is not necessarily applicable to a period such as the 
present one, in which the financing a national defense requirements is 
the dominant consideration. It would, however, appear to be applicable 
to the non-defense portion of the budget. Proponents of public invest- 
ment and pump priming would no doubt question this statement, insofar 
as it is applicable to the fiscal year 1940 and immediately preceding 
years, 
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Or a mixed committee of the type proposed by Secretary Morgenthau. 
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of the aggregate amount to be expended. As the President 
is charged with the responsibility for the preparation and 
submission of the budget, his influence would be effective 
except perhaps in those instances when the Congress is in 
control of one party and the executive branch of the other. 
As both the power to appropriate and the power to raise 
revenue are lodged in the Congress, however, it would be 
incorrect to assume that the influence of the executive would 
be predominant. In practice much would depend on the 
chairmen of the respective committees and their capacity 
for leadership. 

The practice of regarding the appropriating of funds 
and the raising of revenues as separate matters to be dealt 
with in beth the Senate and House by two entirely inde- 
pendent committees has never been conducive to sound 
budget making and the development of consistent fiscal 
policies. The Joint Committee on Internal Revenue Taxa- 
tion does not completely fill the need, since its activities re- 
late solely to the raising of revenues. Extension of the prin- 
ciple involved to the budget as a whole would appear to 
deserve serious consideration. This is favored by Secretary 
Morgenthau, who a little less than two years ago proposed 
the creation of a Joint Committee on Financial Policy, the 
membe, ship to be drawn from the four financial committees 
of Congress. 

If for any reason this plan is not regarded favorably, a 
Joint Committee on Appropriations might be considered. 
This step would at least represent an improvement over the 
present procedure, since the services of the permanent tech- 
nical staffs now serving the two appropriations committees 
could be utilized more effectively. 


THE BUDGET PROBLEM 


It has always been recognized that the executive budget 
plan established by the Budget and Accounting Act of 1921 
represented a marked improvement over previous practice. 
Yet two decades later an experienced Washington observer 
states that there has never been a budget. “The budget is 
a paradox, because though it is annually compiled and 
periodically increased, it does not exist. What does exist is 
merely a detailed set of requests for money from Congress 
by the President.’’! 

Not only did the 1921 Act assign to the President re- 
sponsibility for preparing the budget, but it also made him 
responsible for promoting economy and efficiency in ad- 
ministration. The annual budget message provides a me- 
dium for the statement of the Administration's fiscal policy, 
as do also other fiscal documents to some extent. Study of 
these official documents for a period of years suggests that 
the philosophy of the administration in power must not be 
overlooked in any attempt to explain a given level of ex- 
penditures. This fact bears repetition, lest the inference be 
conveyed that the absence of specific expenditure controls 





1. Arthur Krock in The New York Times, January 9, 1941, p. 20. 
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is solely or primarily responsible for recent high levels of 
expenditures. 
Several angles of the budget problem are so closely re- 


lated to the broad problem of expenditure control that they _ 


should at least be mentioned. The budget estimates are now 
submitted to the Congress about six months before the-fiscal 
year to which they relate. Reduction of thjs lag has been 


suggested as one means of increasing the“reliability of the. - 
original estimates. For example, A. E. Buck has advocated © 


early March as the time for submission of the estimates. 
The present procedure provides ample time for the con- 
sideration of appropriation requests, but expenditure control 
having as its objective the adjustment of expenditures to 
estimated receipts could never be as effective as it might be 
as long as the estimates used as a working basis are pre- 
pared six months or more before the beginning of the 
fiscal year. 

In the interest of expenditure control, consideration 
should be given to authorizing presidential veto of specific 
items in appropriation bills. This authority is now exercised 
by the governors of a number of states. It is conducive to 
economy and also tends to simplify the relations between 
the legislature and the executive on appropriation matters. 
Under present practice, if the President is opposed to cer- 
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tain items, he has to choose between vetoing and approv- 
ing the entire bill. At times, particularly near the close of 
a session of Congress, the latter may be the more practic- 
able course, even though funds are appropriated either for 
purposes not believed desirable or in larger amounts than 


. would otherwise be approved. 


Budgetary practices and procedures are of basic import- 
ance in the administration of the nation’s finances. Although 
it is only one element in the financial system, the budgetary 
process—in the planning of expenditures—piovides an es- 
sential link between the executive and legislative branches. 
Perfection of budgetary procedures in the interest of effec- 
tive expenditure control may seem to be a distant goal, 
but it is not an impossible one. Recognition of the problem 
by administrative officials and members of the legislative 
branch at least suggests the possibility of action to correct 
some of the defects. Careful analysis and continuous study 
of all phases of the problem are essential. Fortunately, the 
various aspects of the problem have been clearly delineated. 
While the expenditures proposed for 1941 and 1942 in 
the budgets released early in January have temporarily 
focused attention on the size of the budget, it is to be 
hoped that during the present session at least the first steps 
toward more effective control will be taken. 
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